BEFORE THE UNITED STATESDEPARTMENT OF AGRICULTURE

In the Matter of

MILK IN THE NORTHEAST AND | DOCKET NO. AO-14-A69, et al.
OTHER MARKETING AREAS : DA-00-03

CONSOLIDATED COMMENTSBY

SELECT MILK PRODUCERS, INC., DAIRY FARMERS OF AMERICA,
CONTINENTAL DAIRY PRODUCTS, INC., NATIONAL ALL-JERSEY

INC., SOUTHEAST MILK, INC., LONE STAR MILK PRODUCERS,

ARKANSAS DAIRY COOPERATIVE ASSOCIATION, DAIRY
PRODUCERS OF NEW MEXICO, TEXASASSOCIATION DAIRYMEN,
MILK PRODUCERS COUNCIL, NATIONAL FARMERS
ORGANIZATION, DAIRYLEA COOPERATIVE INC.
IN SUPPORT OF THE RECOMMENDED DECISION BUTTERFAT
ADJUSTMENT TO THE PROTEIN FORMULA

l. | ntroduction and Standing

A. Standing of Partiesto Comment.

Select Milk Producers, Inc., Dairy Farmers of America, Continental Dairy Products, Inc.,
National All-jersey Inc., Southeast Milk, Inc., Lone Star Milk Producers, Arkansas Dairy
Cooperative Association, Dairy Producers of New Mexico, Texas Association Dairymen, Milk
Producers Council, National Farmers Organization, and Dairylea Cooperative, Inc. [Producer
Organizations] write in support of the protein formula proposed in the Recommended Decision of
October 25, 2001 found at 66 Fed. Reg. 54064.

Select Milk Producers, Dairy Farmers of America, Continental Dairy Products, Lone Star
Milk Producers, Arkansas Dairy Cooperative Association, National Farmers Organization, and
Dairylea Cooperativelnc. areall member owned and operated milk marketing cooperatives qualified
in accordance with 7 C.F.R. 8900-350-357. Intotal they market milk of their membersin al 10 of
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the 11 milk marketing orders (not Arizona) as well as in unregulated markets and markets subject
to state order provisions suchas California, Maine, Virginia, Montana, Hawaii, and portions of New
Y ork and Pennsylvania. The milk of the members of these cooperative associations represents thirty
percent of the milk marketed nationwide, thirty three percent of the milk marketed by cooperatives,
and amost forty percent of the milk pooled on federal orders.

National All Jersey (NAJ) isanational dairy producer organizationwith over 740 members
nationwide. NAJ assists its members in marketing their milk through negotiating non-regulated milk
pricing and premium programs with milk processors, and by representing the membership on
legidative and regulatory issues involving milk marketing regulation and policy.

Dairy Producers of New Mexico, Milk Producers Council, and Texas Association of
Dairymen are producer trade organizations that represent their dairy producer members in
administrative and legislative fora to promote the interests of their members. Their members are
located in the states of California, New Mexico, and Texas.

In total, the cooperatives and organizations that have signed on to these comments have
members that market milk in virtually every state of the Union and pool milk in every federal order.
Coupled with the separate comments in favor of the Butterfat Adjustment, a very large percentage,
in some regions nearly unanimous, of producers support these provisions.

In addition to the parties who have signed on to these comments, a number of producer
organizations have separately filed comments that support the butterfat adjustment to the protein
calculation. At the time of thiswriting, the Producer Organizations are aware of comments filed by
National Milk Producers Federation, Michigan Milk Producers Association, and Western United
Dairymen. There will be others. It is estimated that a vast majority of producers and milk pooled
onthe various federal orderswill through their organizations and cooperatives voice support for the

Butterfat Adjustment.



B. Summary of Position

The Secretary had it right by recommending the Butterfat Adjustment. The Recommended
Decision on butterfat adjustment to the protein component consists of a .9 factor timesthe Class IV
butterfat price (to reflect that only 90% of butterfat is in the cheese butter formula) and 1.17 times
the difference between Class 11l and 1V butterfat values (to reflect the number of butterfat pounds
to protein poundsin milk at standard test.

The Secretary’ s correct formulaswill correct three serious problems with the current pricing
formula— It will (1) reduce the standard deviation in the gross margin in Class 111 to .01 from a
from the current .17 which indicates more stable margins, (2) eliminate the anomaly of rising butter
lowering producer prices, and (3) restore much of the producers share of cheese prices lost in
federal order reform.

The Recommended Decision directly addresses the first two issues, and, as a consequence,
satisfies the |ast.

This memorandum addresses and supports only the modifications to the protein pricing
component of the Recommended Decision. Specificaly it supports the use of the .9 factor in the
Class 1V butterfat adjustment and the reduction of the butterfat to protein ratio in standardized milk
from1.28t0 1.17. Support for the Recommended Decision’s protein formula also includes support
for maintenance of the three cent adjustment to the NASS barrel price, adjusting the NASS barrel
prices to 38 percent moisture, the 0.165 make allowance, and refusal to include 640# blocks in the
NASS cheese price survey. Other issuesinvolving changesor denia of changesto other component
formulas is not addressed by this memorandum. The signatories to these comments may address
thelr respective positions on the other formulas separately. Though all of the signatories agree with

each other to the position stated in these comments, they may disagree with each other on other



issues addressed separately and any organization’s consent to these comments cannot and should
not be construed as consent to comments made separately.

Specifically this comment addresses the proposed changesto 7 C.F.R. 81000.50(n) which,
as recommended, reads:

8 1000.50 Class prices, component prices,

and advanced pricing factors.

(n) Protein price. The protein price per pound, rounded to the nearest one-hundredth
cent, shall be computed as follows:

(1) Compute aweighted average of theamounts described in paragraphs (n)(1)(i) and
(i) of this section:

(i) The U.S. average NASS survey price for 40-1b. block cheese reported by the
Department for the month; and

(if) The U.S. average NASS survey price for 500-pound barrel cheddar cheese (38
percent moisture) reported by the Department for the month plus 3 cents;

(2) Subtract 16.5 cents from the price computed pursuant to paragraph (n)(1) of this
section and multiply the result by 1.405;

(3) Add to the amount computed pursuant to paragraph (n)(2) of this section an
amount computed as follows:

(i) Subtract 16.5 cents from the price computed pursuant to paragraph (n)(1) of this
section and multiply the result by 1.582; and

(i) Subtract .9 times the butterfat price computed pursuant to paragraph (1) of this
section from the amount computed pursuant to paragraph (n)(3)(i) of this section;
and

(ii1) Multiply the amount computed pursuant to paragraph (n)(3)(ii) of this section
by 1.17.

The portionsin bold italtic underline identify the changes recommended that the Producers

support. Together these changes congtitute the * butterfat adjustment portion of the protein formula”’
as described at 66 Fed. Reg. 54084. Producers Organizations will reference the two factors asthe
“Butterfat Adjustment”.

1. The Need for Changesin the Protein Formula

A. The current formula continues to deny producers a fair price for their class |1l milk.

The Butterfat Adjustment corrects a glaring inconsistency in the final results of the Milk

Marketing Order Reform. Though the Secretary stated repeatedly during the process of the FAIR



Act reformation of the federal milk marketing orders (FMMO) that a primary goa of the
replacements to the BFP, (ultimately the class |11 and IV pricesin the Final Rule), “is that it [the

BFP replacement] should not deviate greatly from the price level of the current BEP.” 64 Fed.

Reg. 16096 (April 2, 1999) [emphasis added], the actual prices for Class 11l and IV actually fell
short of that goal. The Secretary’s own evauation of the BFP replacement in the Final Rule found
that the replacement class |1 price was 3.5 percent below the BFP and the class IV price was 3.7
percent below the current BFP. 1d. Experience so far in 2000 and 2001 has shown that the class
[11 priceitself has provided producersalmost fifty centslessof thecheesemarket pricesthan the
BFP and M/W had provided earlier. The Recommended Decision corrects this.

During these last two years, seven of the 24 months' Class 11 prices did not even meet the
meager Dairy Price Support Program’ s cheese support price. In fact, the simple average of Class
[l pricesfor the entire year of 2000 fell short of the support level of 9.80 at 3.5% test. Had the
money moved from producer prices to the gross margin for class 111 remained with producers, few,
if any, months would have seen prices below support.

Even though one part of USDA tried to set support prices at 9.90 by usng the FMMO
formulas, it could not do so. That evidences inconsistency between the formula assumptions and
the market place. The Recommended Decision goes a long way to coordinate the goals of two
branches of USDA.

The reduced income is caused by an increase in the gross margin generated by the protein
and other solids formulas. The Secretary acknowledged that under the current formula, the average
gross margins including make allowances for cheese milk approximate $3.00. 66 Fed. Reg. 54087.

Prior to the order reform, the gross marginaveraged forty centsless. During the entirerulemaking

processincluding the current hearing has any evidence been presented that justifiesareduction

in producer pricesfor milk used in cheese.




Monthly Gross Margins from Cheddar, Whey Cream, &
Dry Whey Production: January, 1996 - December 2001
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B. The Gross Margin generated by the current formula is too variable and should be
tabilized.

The current formula flattens the erratic gross margins under the previous BFP formulas, but
still has too much variability. Chart 1, derived from the data shown in Appendix 1, shows
how the gross margin is stabilized by the Recommended Decision.

Using the methodol ogy described by the Secretary at 66 Fed. Reg. 54087, the gross
margins were computed for each of the formulas. They are found at Appendix 1 and

summarized below.

Formula High Lo Median STD
BFP 4.08 161 2.61 .58
Current Rule 3.50 2.75 2.97 7
Recommended 2.53 2.52 251 .01




The Recommended Decision brings needed stability to the pricing of milk.

C. Rising butter risesreduce producer income.

The Butterfat Adjustment in the Recommended Decision remedies the question as to why
arise in NASS Grade AA Butter should result in a loss of producer of income. The erroneous
butterfat adjustment now in place means that as butter pricesrise, class I11 milk drops even if cheese
remains the same. [Hearing Transcript Barbano 520] This anomaly, suffered by producers under
current rules, not only defies common sense and fairness, it violates the AMAA, counters testimony
at the rule-making hearing, and has not received a single supporting argument from anyone in the
industry regardless of point of view. Thereare those who want producersto receive less money,
to be sure, but, no one hasargued that rising commodity prices should result in lower producer
income.

For every ten cent increase in NASS AA buitter, the value to the plants, the Class 111 price,

the value to the producers, now drops 4.01 cents. The effect can be seen in TABLE 1.
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TABLE 1. Impact of risng NASS Grade AA Butter Price with alevel cheeseprice.
Formula: 2.9915* ((Cheese* 1.405)+((Cheese* 1.582)-(Butter/0.82))* 1.28)+3.5* (Butter/0.82)

When market conditions cause butter pricesto rise (i.e., butter is short), protein will fall in
value. [Hearing Transcript Taylor 1756-1757]. Nothing in the administrative record during either

the informa rule-making or the current hearing process has ever supported, by fact or even



argument, that rising butter prices, should themselves result in reduced producer prices. Barbano
described this as wrong. [Hearing Transcript Barbano 520] Any formula that results in such an
aberration is, by itself, arbitrary. If anything, the value of the Class Il should go up as plants
recognize the value of the remaining ten percent of the butterfat received in the plant as explained
later in this paper.

The Butterfat Adjustment in the Recommended Decision is not a policy dispute, or even a
genuine dispute over yields or make allowances, it is simply a question as to whether standard
formulas and assumptions are going to be consistently applied or will, as others will urge the
Secretary, be the result of speculationand arbitrariness. Fortunately for producers, and all who seek
to govern by principle and fairness, the Secretary has determined that the Butterfat Adjustment
needs to be corrected and has, in the Recommended Decision made the necessary adjustment to the
protein formula. Consistent use of the 90% butterfat recovery in both Butterfat Adjustment with
both the cheese butter formula and the Class IV is just one example of the Secretary’s proper
application in the formula. Because the current formula is not so consistent, producers are now
daily losing substantial amounts of money and will continue to do so until the underlying formulas
are corrected as recommended. It is estimated that the current rule's deficiencies have resulted in
producer losses of amost a half amilliondollarsin class I11 prices alone during the last two years.

The Recommended Decision on the Butterfat Adjustment shows that the Secretary truly does
intend to correct pricing to restore the producer’s share of product prices. We support the
Secretary’ s decision and urge that it be made afina rule at the earliest possible date.

[11. Explaining the Butterfat Adjustment

The Butterfat Adjustments of .9 and 1.17 are the necessary result of properly adopting Class
IV as the butterfat formula for Class |1l and adjusting protein component price in response to that
use while maintaining the relative weight of protein to butterfat in cheese and in raw milk. The

explanation of why and how that adjustment should take place is as follows:
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1. The protein price adjustment is due to asolid policy decision: There should be one butterfat
formulafor al classes of milk.

2. The NASS cheese price survey drives the protein price.

3. The Protein formulais (NASS Cheese - 0.165)* 1.405. The 1.405 comesfrom the Van Slyke
formulawhichis:

Pounds of Cheese={[BF * BR] + [PR* CY] - 01} x1.09}
(1- M%)

Where BF = butterfat |bs
BR = butterfat recovery
PR = true protein pounds, and
CS = percentage of casein in true protein
M = Moisture content

4, After ahearing onthe matter and consideration of the evidence, the Secretary has determined
the values as follows:

BR = butterfat recovery = 90%

CS = percentage of casein in true protein = 83.26%

M = Moisture content = 38%

5. Solving for one pound of protein, the cheeseyield isthis:

Cheese yield from one pound of protein = [(1 * .8326) -.1 x 1.09] = 1.405
.62

This means for every additional pound of protein, there will be 1.405 pounds of
additional cheese. [Hearing Transcript Barbano 515]
6. Applying the same formula using the same assumptions, the Secretary has calculated the
butterfat yield.

Butterfat Yield=1x.9x 1.09=1.582
1-.38

[Hearing Transcript Barbano 516].
7. The butterfat yield in the Class I11 formulais (NASS Cheese - 0.165)* 1.582.
8. The Class 1V BF formulais (Price of One pound of NASS AA Buitter - 0.115)/0.82. Unlike

the cheese formula, the butter formula values an entire pound of butter.
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0. According to the Van Slyke formula, the factor 1.582 is a direct and necessary result of the
determination that only 90%of the butterfat is captured in the cheese.  On the other hand, the Class
IV butterfat formulaimplies al of the butterfat being recovered.
10.  Since the cheese formula only accounts for 90% of the butterfat, any substitute butterfat
value, in this case Class 1V, must also account for only 90%. Thustheformulafor ClassIV butterfat
in the Butterfat Adjustment is .90* (NASS AA Buitter - 0.115)/0.82
11.  Thedifference between a pound of Class Il BF and Class 1V BF used in Class I11 is (Class
Il BF - .90*Class |V BF)
12. The Standardized Class|I1 price (ignoring other solids which has no bearing inthisanalysis)
2.9915* (Protein) + 3.5* (BF)
13. It takes 1.17 pounds of protein to generate the same value as 1 pound of butterfat in the
Standardized milk (3.5/2.9915)
14. Subgtituting the formulain 2 the formulalooks like this:
2.9915%{ (NASS Cheese - 0.165)* 1.405+[(NASS Cheese - 0.165)* 1.582 - .90* (NASS AA
Butter - 0.115)/0.82]*1.17} + 3.5*[(NASS AA Butter - 0.115)/0.82]
15. Solving for protein

{(NASS Cheese-0.165)* 1.405+[(NASS Cheese-0.165)* 1.582-.9*(NASS AA Butter-0.115)/0.82]*1.17}

That is what the Recommended Decision provides and it should be adopted.

Despite anticipated arguments of processors and others who want producers to receiveless
money, the Secretary’ s rationale in the Recommended Decision was absolutely correct. There has
been no additional hearings or testimony to change the record and there is no justification for an
alteration of that decision.

Some may also argue that all that is needed is to correct the 1.28 factor to 1.17. This will

not solve all of the problems. [Hearing Transcript Barbano 521]. Such a solution will reduce
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producer prices even further. Stability to gross margins and recovery of lost producer value still
must be addressed.

Another argument against the use of the .9 factor might be what one witness claimed—
producers are already paid for the full value of butterfat. [Hearing Transcript Taylor 1734] “The 8
other 10 percent of the butterfat that isnot captured in the cheeseisvalued at the Grade AA vaue.”
Though al of the butterfat is paid for in the Class 11 formula, it does so at cost to the protein. The
guestion is how much more should protein pay for higher butterfat values than is proper.

Another argument is that the formula is overvaluing whey cream. Taylor 1733, 1761.
Reinke 1041. The answer to this argument is “no” and “no”. “No” because the formula does not
value whey cream. Rather the function of butterfat yield is adjust the protein price because the Class
IV butterfat formula sets the Class Il butterfat value. Protein is aresidual of the butterfat yield.
And “no” to being overvalued. The Secretary in her own economic anaysis generated gross
margins. 66 Fed. Reg. 54087. These show, even under the Recommended Decision, that the gross
margin exceeds the official make allowance by almost 90 cents. That difference means that, by the
Secretary’s own recognition and the hearing evidence, that there is product valuable to cheese
manufacturers that is not included in the producer pricing formula. This unpriced product includes
the unpriced whey cream (the ten percent of butterfat not recovered) and protein (only 83.26% of
protein is priced). Unpriced meansno value. No value is not overvalued.

Viewed in the totality of the Secretary’ s statutory responsibility under the AMAA, logic, and

common sense, those who argue the current formula should continue are wrong.
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V. Comments in support of the Recommended Decision’s changes to the Butterfat
Adjustment to the Protein For mula.

A. The correction creates a consstent and fair margin that is predictable to
manufacturing plantsregardless of thereationship of the NASS Grade AA butter and
the NASS cheddar cheeseprice.

The Proposed Rule for the butterfat adjustment will result in predictable and stable margins
regardless of changesin the NASS Grade AA butter price. Under the BFP, acompetitive pay price,
the implied margin (cheese pricetimesayield lessthe BFP) was widely variable. Appendix 1 uses
the methodology described in the Recommended Decision for gross margin. It shows that the
current formula has an average gross margin of 2.97 with a standard deviation of .17. Thisisfar
more stable than the previous BFP that had a standard deviation of .58 fromamidpoint of 2.61. The

Recommended Decision, however, reduces the variability to an STD of .01.

In a product formula that uses standardized yields and afixed make allowance, itis essential
that the gross margin bestable. Barbano described this“massbalance” in hischeese price cal culator
that insisted on equating the price paid for milk plus the make allowance to the value of the products
produced. Such stability is necessary to insure integrity and trust in the system.

B. The correction will stabilize Class |11 prices at 3.5 regardless of changes in NASS
Grade AA butter prices.

As Table 1 shows, an increase in the NASS Grade AA butter series at atime of unchanging
NASS Cheddar cheese prices, will resultindepressed Class|II prices. For every 10 cent increase
in the price of NASS Grade AA buitter, the Standardized Class Il drops 4.01cents cwt. The
Recommended Decision, however, does not result in derogation of the Class I11 price.

The dight increase in Class |11 pricesin response to higher NASS Grade AA butter prices
recognizes that in a system in which fat can move readily in the market from one use to another, the
rising value of fat in other uses should, and will pull on the prices for milk used incheese. After all,
the ten percent of butterfat not accounted for in the protein formula has some value. The use of a

single butterfat formula for all classes recognizes that butterfat can, and does, move from class to
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class. A significant difference between the cheese and butterfat priceswill result in plants marketing
more of the butter outside of the cheese process. This added value will, in a very small part, be
returned to producers in the formula. Thus this dight increase in Class Il prices under the
Recommended Decision is appropriate.

C. Therecommended formula is mathematically correct and consistent.

The Recommended Decisions proposal to employ a Butterfat Adjustment that incorporates
a multiplication of the class IV BF by .9 and reduces the butterfat to protein adjustment to 1.17 is
mathematically correct and consistent with the rest of the formula.

The only testimony as to what the factor should be came from Dr. Barbano. He testified to
the necessity of checking the validity of aformulaby taking al the value of the products made from
a hundred weight of milk delivered to a cheese plant and subtracting out the manufacturing
allowances and the milk price. If the formula correctly accountsfor all the value, the net result of
this exercise according to Dr. Barbano should be zero. Termed another way, the vaue of the milk
going in at test should equal the value of al of the products that came out plus the make allowance.
[Hearing Transcript Barbano 543-548]

However, he did testify that, alternatively, by multiplying the Class IV butterfat by the
butterfat recovery, the same result could be approximated without doing violence to the formula
scheme the Secretary had already adopted. Dr. Barbano essentially endorsed this approach in a
response to a question about what could be done to address the issues he had raised within the
limitations of the existing formulations. [Hearing Transcript at page777-780].

There may well be attempts from some parties to emasculate the formula and fudge factors
here and there. The Secretary should refuse outright to submit to subterfuge. She has adopted the
Van Syke formula. That was the testimony. Those who argue the factor should be something else

have no record support for such.
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D. The Formula still uses a conser vative butterfat vield of only 90%.

At the hearing there was ample evidence that cheddar cheese that qualifies for NASS
reporting, as opposed to cheddar cheese that is aged, has a higher fat content, or other cheeses, has
amuch higher butterfat recovery and that of the butterfat that is not recovered it is either reprocessed
in subsequent batches or sold as a commodity. Nonetheless, the Secretary has determined to stay
at 90 percent recovery. Thisformuladoes not alter the use of that conservative butterfat recovery.

E. The correction restores producer pricesto pre-reform levels but does not raise them.

The Recommended Decision estimated under the Order Reform, the actual gross margin
received by cheese plants averages amost $3.00. 66 Fed. Reg. 54087 Prior to that, the gross
margin, using the same methodology averaged forty cents less. The Recomended Decisions
Butterfat Adjustment restores that lost income and no more. Appendix 1.

The Recommended Decision notes the differences between the .165 and the .30 “is expected
since the make allowances for whey butter and dry whey are significantly lower than the cheese
make allowance.” That is not quite right. The average weighted average make allowance of the
three components (protein, butter, and other solids) would be less than .165. That is because the
butter make (.115) and the other solids (.137 or .159) are less than the .165. The reason the gross
marginis so large is because under the federal order reformformula, thereis no recognition of whey
butter in the Class 1 price formula. The ten percent of butterfat that is not considered in the yield
is the whey butter. But, the Secretary’s gross margins anaysis in the Recommended Decision
recognize the existence of whey butter as avalue. In fact it puts a price on it— NASS AA butter
minus nine cents.  1d.

The variability in gross margin correlates to the variability in the butter prices. As butter
prices go up, the value of whey cream (even at NASS less nine cents) goes up but there is no
corresponding increase in the Class |11 because there is no value for whey cream in what producers

receive. The Recommended Decision corrects that.
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There can be no doubt that the result will be Class Il prices higher than those under the
federal order reform, but they are not higher thanprior to that. Thisis not enhancement of producer
prices, but arealizationthat for over two years, the formula has deprived producers of the full value
of their milk used in Class Il as has been historically the case. This gifts to the processors hasto
end. Even with the change, the prices will not reach the BFP era pricing. The Secretary
acknowledged the FAIR Act Reforms reduced Class 111 by 45 cents. All of that has not been
recaptured fully.

V. Conclusion

For the reasons explained above, the undersigned producer organi zations urge the Secretary
to adopt protein pricing changes she recommended in October 2001 and to do so as expeditiously
as possible.

Respectfully submitted,
BENJAMIN F. YALE & ASSOC. CO., LPA

/s Benjamin F. Yale
BENJAMIN F. YALE, OH #0024730
KRISTINE H. REED, OH # 0066668
102 W. Wapakoneta
P.O. Box 100
Waynesfield, OH 45896
419-568-5751
419-568-6413 Fax

Marvin Beshore, EQ.
MILSPAW & BESHORE
P.O. Box 946

Harrisburg, PA  17108-0946
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APPENDIX
Chart 1 illustrates graphically the gross margins derived in the attached spreadsheet. This
was done by comparing the announced Class Il price for the month by an approximation of the
value of the finished products such as cheese, whey, and butter. The Class |1l prices series

compared and the period of time either they were actually used, or the data was available to calculate

them are:

1. Classlll / Basic Formula Price January 1996 - December 1999

2. Current Formula Class 1 September 1998 - December 2001
3. Recommended Decision Class 111 September 1998 - December 2001

Using data officially noticed at the hearing, or part of the hearing record we have identified product
price series that best approximates the same time series asthe Class |11 Price.

Inorder to make the best comparisons possible, the cheese, butter, and whey price data that,
asreported in Dairy Market News, coincideswith or is directly used to calcul ate the past or Current
Federal Order Class |11 price for each commodity price series. As a result, the data used for

calculating gross margin for the two reform price series, and the Basic Formula Price is dlightly

different.
BUTTER WHEY CHEDDAR CHEESE
Basic FormulaPrice CME AA Central StatesAvg.  NCE (through 4/97)
NASS Blocks (5/97-12/99)
Current Formula Class 11 NASS AA NASS Whey NASS Cheddar Cheese
Recommended Decision NASSAA NASS Whey NASS Cheddar Cheese

The whey butter isthe NASS price less nine cents. The formulas used for the manufacturing yields

for Butter, whey cream, and whey reflect the factors adopted by USDA in their recommended

decision. Milk of the standard test used to calculate 3.5% prices (3.50% butterfat, 2.99% true

protein, 5.69% other solids) were used to determine these yields.

Cheddar Yield: (3.5x90%+ 2.99 x 82.9% - 0.1) x 1.09/ 0.62 = 9.7198 pounds per owt.

Whey Butter Yield:  (3.5x 10%) = 0.3500 pounds per cwit.
Whey Yidd (5.69/0.968) =5.8781 pounds per cwt.
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Gross Margin Comparisons: Old Basic Formula Price, Current Class Ill Formula, and Class Ill Recommended Decision

Jan-96

OLD BASIC FORMULA PRICE (BFP)

BFP, 3.5% Butterfat
Product Prices Related to BFP:

CME "AA" Butter

NCE/CME 40# Blocks
NASS Block Cheddar
Central States Whey

Product Values Related to BFP:

Whey Butter (0.4268%#)
Cheddar Cheese (9.7198%#)
Dry Whey (5.8781#)

Gross Product Value

Gross Margin:
(Product Value - BFP)

$ 1273

$0.7923

$1.3788

0.2552

$0.2997

13.4017
1.5001

Feb-96

$ 1259

$0.7214

$1.3775

0.2309

$0.2695

13.3890
13573

Mar-96

$ 1270

$0.7200

$1.3874

0.2312

$0.2689

13.4853
1.3590

Apr-96

$ 13.09
$0.7620
$1.4325

0.2344
$0.2868

13.9236
13778

May-96

$ 1377
$0.9490
$1.4925

0.2025
$0.3666

14.5068
1.1903

Jun-96

$ 1392

$1.3663

$1.4933

0.2200

$0.5447

145146
1.2932

Jul-96

$ 1449

$1.5194

$1.5623

0.2249

$0.6101

15.1852
1.3220

Aug-96

$ 1494
$1.5300
$1.6358

0.2427
$0.6146

15.8996
1.4266

Sep-96

$ 1537
$1.5300
$1.6942

0.2431
$0.6146

16.4673
14290

Oct-96

$ 1413
$1.4035
$1.5793

0.2193
$0.5606

15.3505
1.2891

Nov-96

$ 1161

$0.8248

$1.3245

0.1834

$0.3136

12.8739
1.0780

Dec-96

$ 1134

$0.8142

$1.2373

0.1876

$0.3091

12,0263
11027

Jan-97

$ 1194

$0.9039

$1.2705

0.1920

$0.3474

12.3490
1.1286

Feb-97

$ 1246

$1.0734

$1.3124

0.2052

$0.4197

12.7563
1.2062

For Months Data Available, 01/96 - 12/01

Mar-97

$ 1249

$1.1581

$1.3234

0.2113

$0.4559

12.8632
1.2420

Apr-97

$ 1144
$1.0233
$1.2378

0.1877
$0.3983

12.0312
1.1033

May-97

$ 10.70

$0.9652

$1.1495
0.1805

$0.3735
111729
1.0610

Jun-97

$ 1074

$1.1294

$1.1195
0.1911

$0.4436
10.8813
11233

Jul-97

$ 10.86

$1.0995

$1.1158
0.2163

$0.4309
10.8454
12714

Aug-97

$ 1207

$1.0932

$1.2467
0.2270

$0.4282
121177
1.3343

$ 1520

$ 247

CURRENT CLASS Il FORMULA

FMMO Class lll, 3.5% Butterfat

Product Prices Related to Current Class |Il:

NASS Cheddar
NASS AA Butter
NASS Whey

Product Values Related to BFP:

Whey Butter (0.4268%)
Cheddar Cheese (9.7198#)
Dry Whey (5.8781#)

Gross Product Value
Gross Margin:

(Product Value - Current Class Ill)

RECOMMENDED DECISION
Rec. Dec. Class lll, 3.5% Butterfat

Product Prices Related to Current Class Il

NASS Cheddar
NASS AA Butter
NASS Whey

Product Values Related to BFP:

Whey Butter (0.4268%)
Cheddar Cheese (9.7198#)
Dry Whey (5.8781#)
Product Value

Gross Margin:

(Product Value - Rec. Decision Cli

$ 15.02

$ 1511

$ 241

$ 1559

$ 250

$ 16.06

$ 229

$ 1635

$ 1712

$ 263

$ 1794

$ 3.00

$ 1851

$ 314

$ 1720

$ 307

$ 1427

$ 266

$ 1344

$ 210

$ 1382

$ 188

$ 1438

$ 192

$ 1456

$ 207

$ 1353

$ 209

$ 1261

$ 191

$ 1245

$ 171

$ 1255

$ 169

$ 1388

$ 181

Sep-97

$ 1279

$1.1103

$1.3154
0.2500

$0.4355
12.7854
1.4695

$ 1469

$ 190



Gross Margin Comparisons: Old Basic Formula Price, Current Class Ill Formula, and Class Ill Recommended Decision For Months Data Available, 01/96 - 12/01

Oct-97 Nov-97 Dec-97 Jan-98 Feb-98 Mar-98 Apr-98 May-98 Jun-98 Jul-98 Aug-98 Sep-98 Oct-98 Nov-98 Dec-98 Jan-99 Feb-99 Mar-99 Apr-99 May-99

OLD BASIC FORMULA PRICE (BFI

BFP, 3.5% Butterfat $ 1283 $ 129 $ 1329 $ 1325 $ 1332 $ 1281 $ 1201 $ 1088 $ 1310 $ 1477 $ 1499 $ 1510 $ 1604 $ 1684 $ 1734 $ 1627 $ 1027 $ 1162 $ 1181 $ 11.26

Product Prices Related to BFP:

CME "AA" Butter $14650 $1.5892 $1.3021 $1.1932 $1.3918 $1.3452 $1.3788 $15465 $1.8618 $20085 $21730 $2.7566 $2.4089 $1.7447 $14131 $14222 $13153 $1.2927 $1.0298 $1.1289
NCE/CME 40¢# Blocks

NASS Block Cheddar $1.3294 $1.3377 $1.2784 $14165 $14163 $13793 $13072 $12034 $14038 $15656 $16320 $16556 $1.7534 $1.8317 $18707 $17595 $1.3010 $1.3092 $1.3131 $1.2661
Central States Whey 03213 03275 03324 02841 02430 02390 02274 02303 02580 02793 02815 02840 02510 02470 02452 02026 01875 01863 01726  0.1638

Product Values Related to BFP:

Whey Butter (0.4268#) $05869 $0.6399 $05173 $04708 $0.5556 $0.5357 $05501 $0.6216 $0.7562 $0.8188 $0.8890 $1.1381 $0.9897 $0.7062 $0.5647 $05686 $0.5230 $05133 $04011 $0.4434
Cheddar Cheese (9.7198#) 129215 130022 124258 137681 13.7662 134065 127057 11.6968 13.6447 152173 158627 16.0921 17.0427 17.8038 181828 17.1020 126455 127252 12.7631 12.3062
Dry Whey (5.8781#) 1.8886 19251 _1.9539 16700 14284 _ 14049 13367 _1.3537 15165 16418 _1.6547 1.6694 14754 _ 14519 14413 _ 11909 _1.1021 10951 _10146 _0.9628
Gross Product Value $ 1540 $ 1557 $ 1490 $ 1591 $ 1575 $ 1535 $ 1459 $ 1367 $ 1592 $ 1768 $ 1841 $ 1890 $ 1951 $ 1996 $ 2019 $ 1886 $ 1427 $ 1433 $ 1418 $ 1371

Gross Margin:

(Product Value - BFP) $ 257 $ 261 $ 161 $ 266 $ 243 $ 254 $ 258 $ 279 $ 28 $ 291 $ 342 $ 380 $ 347 $ 312 $ 28 $ 259 $ 400 $ 271 $ 237 $ 245
CURRENT CLASS Ill FORMUL
FMMO Class lll, 3.5% Butterfat - - - - -- - - - - - - $ 149 $ 1622 $ 1680 $ 1716 $ 1561 $ 1128 $ 1143 $ 1144 $ 1077

Product Prices Related to Current Class |Il:

NASS Cheddar - -- - -- - - -- - - -- - $16260 $1.7607 $1.8278 $1.8643 $1.7225 $12925 $1.3064 $1.3126 $1.2499
NASS AA Butter - - - - - - - - - - - 26726 2.5081 1.9260 1.3563 14154 1.2984 1.3019 1.0160 10781
NASS Whey - - - - - - - - - - - 0.2637 0.2544  0.2425 0.2436 0.2137 0.1897 01917 01845  0.1739

Product Values Related to BFP:

Whey Butter (0.4268#) - - -- - - - - -- - - -- $11023 $1.0320 $0.7836 $05405 $05657 $05157 $05172 $0.3952 $0.4217
Cheddar Cheese (9.7198#) - - - - - - - - - - - 158044 171137 17.7659 181206 167424 125628 126979 127582 121488
Dry Whey (5.8781#) - - - - - - - - - - - 15501 _ 14954 _ 14254 _14319 _ 12561 _1.1151 _ 11268 _1.0845 _1.0222
Gross Product Value - -- - -- - - -- - - -- - $ 1846 $ 1964 $ 1997 $ 2009 $ 1856 $ 1419 $ 1434 $ 1424 $ 1359

Gross Margin:

(Product Value - Current Class Ill) -- -- -- -- - -- -- - -- -- -- $ 350 $ 342 $ 317 $ 293 $ 296 $ 292 $ 292 $ 280 $ 282
RECOMMENDED DECISION
Rec. Dec. Class lll, 3.5% Butterfat - - - - -- - - - - - - $ 1593 $ 1712 $ 1746 $ 1758 $ 1605 $ 1167 $ 1182 $ 1171 $ 11.07

Product Prices Related to Current Class Il

NASS Cheddar - -- - -- - - -- - - -- - $16260 $1.7607 $1.8278 $1.8643 $1.7225 $12925 $1.3064 $1.3126 $1.2499
NASS AA Butter -- -- -- -- -- -- -- -- -- -- -- $26726 $25081 $19260 $1.3563 $14154 $12984 $13019 $1.0160 $1.0781
NASS Whey -- -- -- -- -- -- -- -- -- -- -- $0.2637 $02544 $02425 $0.2436 $0.2137 $0.1897 $0.1917 $0.1845 $0.1739

Product Values Related to BFP: - -- - - - - - - - - -

Whey Butter (0.4268%#) -- -- -- -- -- -- -- -- -- -- -- $11023 $10320 $0.7836 $0.5405 $0.5657 $05157 $05172 $0.3952 $0.4217
Cheddar Cheese (9.7198#) -- -- -- -- -- -- -- -- -- -- -- 158044 171137 17.7659 181206 16.7424 125628 126979 127582 12.1488
Dry Whey (5.8781#) -- -- -- -- -- -- -- -- -- -- -- 15501 _14954 _14254 _ 14319 _12561 _1.1151 _11268 _10845 _1.0222
Product Value -- -- -- -- -- -- -- -- -- -- -- $ 1846 $ 1964 $ 1997 $ 2009 $ 1856 $ 1419 $ 1434 $ 1424 $ 1359

Gross Margin:
(Product Value - Rec. Decision Cli - - - - - - - - - - - $ 252 $ 252 $ 252 $ 251 $ 251 $ 252 $ 252 $ 253 $ 252



Gross Margin Comparisons: Old Basic Formula Price, Current Class Ill Formula, and Class Ill Recommended Decision For Months Data Available, 01/96 - 12/01

Jun-99  Jul-99  Aug-99 Sep-99 Oct-99 Nov-99 Dec-99 Jan-00 Feb-00 Mar-00 Apr-00 May-00 Jun-00 Jul-00 Aug-00 Sep-00 Oct-00 Nov-00 Dec-00 Jan-01

OLD BASIC FORMULA PRICE (BFI

BFP, 3.5% Butterfat $ 1142 $ 1359 $ 1579 $ 1626 $ 1149 $ 979 $ 963 -- -- -- -- -- -- -- -- -- -- -- -- --

Product Prices Related to BFP:

CME "AA" Butter $14931 $1.3444 $1.3963 $1.3201 $1.1248 $1.0725 $0.9163 -- -- -- -- -- -- -- -- -- -- -- -- --
NCE/CME 40¢# Blocks

NASS Block Cheddar $1.2747 $14702 $1.7213 $1.8023 $14388 $1.2143 $1.1319 - -- -- - -- - -- -- - -- -- - --
Central States Whey 01737 01809 01972 02079 01938 01834 01875 -- -- -- -- -- -- -- -- -- -- -- -- --

Product Values Related to BFP:

Whey Butter (0.4268#) $05988 $05354 $05575 $05250 $0.4417 $0.4193 $0.3527 -- - - - -- - - - - . . . -
Cheddar Cheese (9.7198%#) 123898 14.2900 16.7307 17.5180 139848 11.8028 11.0018 - - -- - -- - - - - - - - -
Dry Whey (5.8781#) 10210 _10633 _1.1592 _1.2221 _1.1392 _10780 _1.1021 - - - - - - - - - - - - -
Gross Product Value $ 1401 $ 1589 $ 1845 $ 1927 $ 1557 $ 1330 $ 1246 - - - - - - - - - - - - -

Gross Margin:

(Product Value - BFP) $ 259 $ 230 $ 266 $ 301 $ 408 $ 351 $ 283 - - - - - - - - - - - - -
CURRENT CLASS Ill FORMUL
FMMO Class lll, 3.5% Butterfat $ 1103 $ 1279 $ 1535 $ 1532 $ 1228 $ 1044 $ 976 $ 987 $ 940 $ 942 $ 933 $ 934 $ 948 $ 1057 $ 1006 $ 1066 $ 995 $ 867 $ 946 $ 992

Product Prices Related to Current Class |Il:

NASS Cheddar $1.2786 $14583 $1.7154 $1.7084 $13934 $1.2058 $1.1371 $1.1517 $1.1067 $11093 $1.1011 $11022 $11137 $12189 $11660 $12315 $1.1602 $1.0245 $1.0898 $1.1180
NASS AA Butter 1.4609 13793  1.3683 1.3252 11273 10637 09179 08820 09002  0.9497  1.0449 1.1680 12725 11547 11520 11560 11344 14051  1.4698 11725
NASS Whey 01711 01724 01810 01892 01944 01917 01892 01857 01788 01780 01765 01760 01794 01909 01929 01856 01826 01917 02172  0.2484

Product Values Related to BFP:

Whey Butter (0.4268#) $05851 $05503 $05456 $0.5272 $04427 $04156 $0.3533 $03380 $0.3458 $0.3669 $04076 $0.4601 $05047 $04544 $04533 $04550 $0.4457 $05613 $0.5889 $0.4620
Cheddar Cheese (9.7198#) 124277 141744 166733 166053 135436 117201 110524 111943 107569 10.7822 10.7025 10.7132 108249 11.8475 11.3333 119699 11.2769  9.9579 10.5926 10.8667
Dry Whey (5.8781#) 1.0057 10134 _1.0639 11121 11427 _1.1268 11121 _ 10916 _1.0510 10463 _10375 _1.0345 10545 _ 11221 11339 _ 10910 _1.0733 11268 _1.2767 14601
Gross Product Value $ 1402 $ 1574 $ 1828 $ 1824 $ 1513 $ 1326 $ 1252 $ 1262 $ 1215 $ 1220 $ 1215 $ 1221 $ 1238 $ 1342 $ 1292 $ 1352 $ 1280 $ 1165 $ 1246 $ 1279

Gross Margin:

(Product Value - Current Class Ill) $ 299 $ 295 $ 294 $ 293 $ 28 $ 28 $ 276 $ 275 $ 275 $ 278 $ 281 $ 28 $ 291 $ 28 $ 28 $ 28 $ 28 $ 297 $ 300 $ 287
RECOMMENDED DECISION

Rec. Dec. Class lll, 3.5% Butterfat $ 1150 $ 1321 $ 1576 $ 1572 $ 1261 $ 1074 $ 999 $ 1010 $ 962 $ 966 $ 961 $ 968 $ 98 $ 1089 $ 1039 $ 1099 $ 1027 $ 912 $ 993 $ 1026

Product Prices Related to Current Class Il

NASS Cheddar $1.2786 $14583 $1.7154 $1.7084 $1.3934 $1.2058 $1.1371 $1.1517 $1.1067 $11093 $1.1011 $11022 $11137 $12189 $11660 $12315 $1.1602 $1.0245 $1.0898 $1.1180
NASS AA Butter $14609 $13793 $1.3683 $1.3252 $1.1273 $1.0637 $09179 $0.8820 $0.9002 $0.9497 $1.0449 $11680 $12725 $1.1547 $1.1520 $1.1560 $1.1344 $14051 $14698 $1.1725
NASS Whey $0.1711 $01724 $01810 $0.1892 $0.1944 $0.1917 $0.1892 $0.1857 $0.1788 $0.1780 $0.1765 $0.1760 $0.1794 $0.1909 $0.1929 $0.1856 $0.1826 $0.1917 $0.2172 $0.2484

Product Values Related to BFP:

Whey Butter (0.4268#) $05851 $05503 $05456 $0.5272 $04427 $04156 $0.3533 $03380 $0.3458 $0.3669 $04076 $0.4601 $05047 $04544 $04533 $04550 $0.4457 $05613 $0.5889 $0.4620
Cheddar Cheese (9.7198#) 124277 141744 166733 166053 135436 117201 110524 111943 107569 10.7822 10.7025 10.7132 108249 11.8475 11.3333 11.9699 11.2769  9.9579 10.5926 10.8667
Dry Whey (5.8781#) 1.0057 10134 _1.0639 11121 11427 _1.1268 11121 _ 10916 _1.0510 10463 _10375 _1.0345 10545 _ 11221 11339 _ 10910 _1.0733 11268 _1.2767 14601
Product Value $ 1402 $ 1574 $ 1828 $ 1824 $ 1513 $ 1326 $ 1252 $ 1262 $ 1215 $ 1220 $ 1215 $ 1221 $ 1238 $ 1342 $ 1292 $ 1352 $ 1280 $ 1165 $ 1246 $ 1279

Gross Margin:
(Product Value - Rec. DecisionCli $ 252 $ 253 $ 252 $ 252 $ 252 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253 $ 253



Gross Margin Comparisons: Old Basic Formula Price, Current Class Ill Formula, and Class Ill Recommended Decision For Months Data Available, 01/96 - 12/01

Range Standard

Feb-01 Mar-01 Apr-01 May-01 Jun-01 Jul-01 Aug-01 Sep-01 Oct-01 Nov-01 Dec-01 Average High Low  Deviation
OLD BASIC FORMULA PRICE (BFI
BFP, 3.5% Butterfat - -- - -- - - -- - - -- - $ 1302 $ 1734 $ 963 $ 190
Product Prices Related to BFP:
CME "AA" Butter - -- - -- - - -- - - -- - $13109 $27566 $0.7200 $ 04195
NCE/CME 40# Blocks
NASS Block Cheddar - -- - -- - - -- - - - - $14166 $18707 $1.1158 $ 0.2244
Central States Whey - - - -- - - -- - - - - 02255 03324  0.1638 0.0411
Product Values Related to BFP:
Whey Butter (0.4268#) - -- - -- - - - - - -- - $05211 $11381 $02689 $ 0.1790
Cheddar Cheese (9.7198#) - -- - -- - - -- - - -- - 137839 18.1828 10.8454 1.9355
Dry Whey (5.8781#) - - - -- - - -- - - - - 13256 _1.9539 _0.9628 02419
Gross Product Value - - - - - - - - - - - $ 1563 $ 2019 $ 1245 $ 212
Gross Margin:
(Product Value - BFP) - - - - - - - - - - - $ 261 $ 408 $ 161 $ 058
CURRENT CLASS Ill FORMUL
FMMO Class lll, 3.5% Butterfat $ 1024 $ 1139 $ 1208 $ 1382 $ 1499 $ 1540 $ 1553 $ 1590 $ 1442 $ 1123 $ 11.69 $ 1214 $ 1716 $ 867 $ 256
Product Prices Related to Current Class |II:
NASS Cheddar $1.1467 $12737 $1.3423 $15129 $16211 $16573 $1.6693 $1.7085 $15501 $1.2322 $1.2762 $1.3638 $18643 $1.0245 $ 0.2497
NASS AA Butter 13143 14942 17126 18527 19263 19094 19990 21198 14701 13040  1.2894 14117 26726  0.8820 04178
NASS Whey 02561 02406 02446 02500 02764 02862 02886 02871 02835 02823  0.2868 02180 0288  0.1711 0.0416
Product Values Related to BFP:
Whey Butter (0.4268#) $05225 $05993 $0.6925 $0.7523 $0.7837 $0.7765 $0.8148 $0.8663 $05890 $05181 $0.5119 $05641 $11023 $0.3380 $ 0.1783
Cheddar Cheese (9.7198#) 111457 123801 130469 147051 157568 16.1086 162253 166063 151541 119767 124044 132560 181206  9.9579 24270
Dry Whey (5.8781#) 15054 _ 14143 _ 14378 _15224 _ 16247 _16823 _16964 _16876 _16664 _ 16594 _1.6858 12817 _16964 _1.0057 0.2447
Gross Product Value $ 1317 $ 1439 $ 1518 $ 1698 $ 1817 $ 1857 $ 1874 $ 1916 $ 1741 $ 1415 $ 1460 $ 1510 $ 20090 $ 1165 $ 269
Gross Margin:
(Product Value - Current Class Ill) $ 293 $ 301 $ 310 $ 316 $ 318 $ 317 $ 321 $ 326 $ 29 $ 292 $ 2091 $ 297 $ 350 $ 275 $ 017
RECOMMENDED DECISION
Rec. Dec. Class lll, 3.5% Butterfat $ 1065 $ 1187 $ 1265 $ 1446 $ 1564 $ 1604 $ 1622 $ 1664 $ 1489 $ 1163 $ 1208 $ 1258 $ 1758 $ 912 $ 2,69
Product Prices Related to Current Class |II:
NASS Cheddar $1.1467 $12737 $1.3423 $15129 $16211 $16573 $1.6693 $1.7085 $15501 $1.2322 $1.2762 $1.3638 $18643 $1.0245 $ 0.2497
NASS AA Butter $13143 $14942 $17126 $1.8527 $19263 $1.9094 $19990 $2.1198 $14701 $1.3040 $1.2894 $14117 $26726 $08820 $ 04178
NASS Whey $02561 $02406 $0.2446 $02590 $0.2764 $02862 $0.2886 $02871 $0.2835 $0.2823 $0.2868 $02180 $0288 $0.1711 $ 00416
Product Values Related to BFP:
Whey Butter (0.4268#) $05225 $05993 $0.6925 $0.7523 $0.7837 $0.7765 $0.8148 $0.8663 $0.5890 $05181 $0.5119 $05641 $11023 $0.3380 $ 0.1783
Cheddar Cheese (9.7198#) 111457 123801 130469 147051 157568 16.1086 162253 166063 151541 119767 124044 132560 181206  9.9579 24270
Dry Whey (5.8781#) 15054 _ 14143 _ 14378 _15224 _ 16247 _16823 _16964 _16876 _ 16664 _ 16594 _1.6858 12817 _16964 _1.0057 0.2447
Product Value $ 1317 $ 1439 $ 1518 $ 1698 $ 1817 $ 1857 $ 1874 $ 1916 $ 1741 $ 1415 $ 1460 $ 1510 $ 2009 $ 1165 $ 269

Gross Margin:
(Product Value - Rec. DecisionCli $ 253 $ 252 $ 253 $ 252 $ 252 $ 252 $ 252 $ 252 $ 252 $ 253 $ 253 $ 252 $ 253 $ 251 $ 001



